Abstract: This study aims to gauge the extent to innovation strategy has diffused into the strategic plans of the Small-Medium Enterprises (SMEs) and the impact of those innovation strategies on their financial performance. Out of 700 SMEs contacted for survey purpose 409 responded ranging from manufacturing and trade to service industries across Thailand. The data was analysed using a Structural Equation Modelling (SEM) approach. The findings proved that innovation strategy had significant influence on SMEs financial performance.
Introduction
In high business competition, firms have to adapt themselves in term of innovation [1] so as to survive in such rapid marketplace. There are many literatures indicating that innovation drives economic growth through industrial competition [2] . According to Ref. [3] , there are four types of innovation playing a vital role in business strategies, which are comprise of organizational innovation, marketing innovation, process innovation, and product innovation. Also, many studies testified relations of innovation in term of business strategy and firm performance.
Previous literatures studied relationship between business innovativeness and Small-Medium Enterprises (SMEs). Ref. [4] was interested in study of innovation conducted by small firms because SMEs become major counterparts in economy of countries in the world. Ref. [5] supported that SMEs with innovated products, services or structure models could attract niche markets and brings about the high profitability compared to competitors. In 2015, Thai SMEs were 99.7 % of total enterprises in Thailand and held 80.4 % of overall employment. Thai SMEs contained 41 % of total GDP of the country whereas expanding 5.3 % from previous year [6] . The aim of this study is to explore business strategy in term of innovation affecting to Thai SMEs performance.
Literature Review and Hypothesis Development

Innovation
Innovation is kind of general term which is studied from many aspects and disciplines, thus there is no a single definition and measure of innovation [7] . According to Ref. [8] , innovation included any new of product, process, structure, or policy that managers perceived. Moreover, Ref. [9] mentioned that innovation is the capability to build economic value from new ideas.
Financial Performance
The firm performance is a very complicated area of scholars to determine the definition and construct its measurement. Ref. [10] explained that business performance (firm performance) included the operational and financial results. Measuring firm performance is the interpretation of the business reality outcomes to such standard symbols reflecting and relying under the same situation [11] . For SMEs, the appropriate tool to indicate firm performance is financial approaches [12] .
Innovation and Financial Performance
Some researchers explored the relationship between innovation and firm performance. Ref. [13] also stated that firms with sustained innovation led to the higher profits than the ones avoiding it. Based on Ref. [3] , the four types of innovation (product, process, marketing and organizational innovation) are used to develop hypothesizes of this study.
Organizational Innovation
Ref. [3] described that the implementation of new business procedures and rules to internal and external firm environments is called organizational innovation. While Ref. [14] stated that organizational innovation is the implement for business competitive advantage. Findings in previous studies indicated that organizational innovation was the fundamental component for innovative capabilities [15] . Ref. [16] pointed that both cooperation and organizational arrangement helped increasing technological innovations (product and process innovation). Ref. [17] stated that non-technological innovation (marketing and organizational innovation) stimulated product and process innovation to resulting in business achievement by affecting to firm profitability positively. Thus, the hypotheses are: H1a: Organization innovation affects marketing innovation positively. H1b: Organization innovation affects process innovation positively. H1c: Organization innovation affects product innovation positively. H1d: Organizational innovation affects financial performance positively.
Marketing Innovation
A marketing innovation is defined by Ref. [3] as practices of brand new marketing procedures in terms of significant changes in packages, designs, product pricing, promotion activities, and product placement. Responding to customer demands and market opportunities are significantly influenced by marketing innovation [18] . The interrelation between non-technological innovation and product (or service) innovation was discovered by Ref. [19] in a public organization study. Furthermore, some researchers found that the relationship between marketing innovative activities and firm or business performance were positive [20] . Thus, the hypotheses are:
H2a: Marketing innovation affects product innovation positively. H2b: Marketing innovation affects financial performance positively.
Process Innovation
Ref. [3] gave the meaning of process innovation as new practices or improvement of the production and transportation including changes in techniques, equipment and software. Ref. [21] stated that process innovation is internal core method and driven efficiently. Process innovation is focused in manufacturing sector as core competency for competitive advantage, which is positively related to firm growth. Ref. [22] studied the relation and sequence between product and process innovation. Ref. [23] found that product and process innovation impact positively on firm performance. Hence, the hypotheses are as followed: H3a: Process innovation affects product innovation positively. H3b: Process innovation affects financial performance positively. 
Product Innovation
Introduction of goods or services which are new or improved from the existing ones in terms of its characteristics or usage functions is called product innovation [24] . According to high competitive markets, innovation to products is mainly used in order to respond the shorter of product life cycle [25] . Ref. [20, 26] proved that product innovation was positively related to firm performance. Therefore, the hypothesis is H4: Product innovation affects financial performance positively. 
Measures of The Study
This study uses questionnaire approach to explore Thai SMEs' innovation strategy in four dimensions affecting to financial performance. The Ref.
[27] structured survey questionnaire (based on the concepts of Ref. [3] ) is applied for the section of the four types of innovations. By following Ref. [28] survey structure, profitability, return on investments (ROI), and return on assets (ROA) are used to measure SMEs financial performance. The data collection is strictly controlled with criteria that business run by owner or manager and organization size is not more than 200 permanent employees.
In the questionnaire, the seven-point Likert scale [29] is used for exploring the relationship between the innovation strategy and firm financial performance. There are four independent variables which are the four types of innovation. They are measured by scale rating from "1=strongly disagree (SD)" to "7= strongly agree (SA)." Similarly, dependent variable of this study is financial performance. The questions of the session are measured by scale rating from "1 = much lower (ML)" to "7= much higher (MH)."
Sample and Data Collection
With the help of Department of International Trade Promotion, Thai Ministry of Commerce, the 700 questionnaires were haphazardly selected in proportion each sector from total numbers of Thai SMEs. They were distributed by mails with a telephone call for introducing the research study. A total of 409 of 700 questionnaires were usable and returned back after one follow-up. The 409 respondents or 58 % response rate is adequate for organization response rate for surveys [30] .
Analysis and Results
In order to explore the relationship in the Fig. 1 , the analysis is executed into two stages. Firstly, factor structuring analyzes the correlations of variables whether strengthening enough for grouping into a small set of variables. The study applies Exploratory Factor Analysis (EFA) by SPSS in order to decrease the larger set of variables into smaller for further analysis step. Secondly, factors relationship analysis is performed by Structural Equation Modeling (SEM) technique by AMOS. This stage includes model fit testing by using Confirmatory Factor Analysis (CFA), correlation analysis, and path analysis. The results are included in this stage.
Factor Analysis
Factor analysis is used to detect the relationships of a large numbers of variables and to summarize them into a shortened set of scores. During factor analysis procedure, all variables constructs are tested for adequacy which indicates by KaiserMeyer-Olkin (KMO) index. The result of KMO is 0.912 which is more than 0.7 [31] . The Sig. in the result of Bartlett's test of Sphericity is 0.000 which indicates the suitability of the data (p<0.05). The four dimensions of innovation and financial performance are calculated to figure out factor loadings. Table 1 shows details of factor loadings, % of variance explained, and Cronbach's Alpha of constructs. The factor loadings of all items are satisfactory because they have the minimum value at 0.459 which is higher than the rule of thumb level of 0.4 [32] . 79.055 % of variance is total variance explained to factor analysis. It is such high scores for validity. Moreover, Average Variance Extracted (AVE) scores of the constructs ranging from 0.625 to 0.845 indicate convergent validity. Likewise, Cronbach's Alpha value of innovation types and financial performance are between 0.886 and 0.972 which are accepted at the level more than 0.70 [33] . It predicts that they have high related internal consistency or reliability.
Tab. 2: Goodness of Fit Indices
Fit
Structural Analysis
With the complexity of the conceptual framework model carrying several mediating effects among innovations and financial performance, SEM is chosen for exploring the relationships between variables. SEM performs multilevel regression to fit the proposed model by providing in a set of weights to estimate unobserved constructs (latent variables). One of the procedures of SEM analysis is model fit testing. Table 2 indicates measurement of model fit. As shown, all the index values reach the rules of thumb. These determine that the data fit to the model. Prior to proving the hypotheses, correlation analysis is applied to measure the strengths of association between variables in bivariate directions or relationships. Table 3 indicates the strong and positive relationship between the variables since there are significance (p<0.01). The correlation measurement identifies not only relations between the variables, but it also reveals the association of an intricate network among factors. These imply the mediation effects existing among some innovativeness and financial performance. SEM is the approach for exposing complex relationships of mediating effects shadowing in this study model in Fig. 1 . 
Tab. 4: Standardized Path Coefficients Result
Hypothesis
Conclusion
This study confirms two levels of relationships between innovations and financial performance. First, the interrelations among innovation types exist excluding the association between organizational innovation and product innovation. Second, organizational, marketing and product innovation impact on financial performance while process innovation may cooperate with other innovation types in order to reach firm goals. These support the literatures that innovativeness plays a vital role of firm business strategies.
In this case marketing innovation is the strongest effect to financial performance. This shows that SMEs managers focus investing on innovativeness of marketing operations rather than organizational, process, and product innovations. Investment in marketing innovation may waste if the management team is lack of experience and well-planned marketing positioning. The fallibility of wrong decision could bring about the business failure especially for SMEs owing to resources limitation.
This empirical study suggests further research studies to provide more causal explanation on the relationship between organizational innovation and product innovation and between process innovation and financial performance.
